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REGIONAL MAP OF PARADOX BASIN
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SQUAW CANYON & VICINITY BLM LEASE MAP
(Source-http://www.ut.blm.gov/LandRecords/mtps_his_ut.cfm)
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SQUAW CANYON OIL FIELD

Geological Setting

The Squaw Canyon oil field is located in the Paradox Basin approximately 25 miles
southeast of Blanding, Utah. The field produces from the Ismay and Desert Creek zones of
the Paradox formation of the Pennsylvanian period in the Blanding sub-basin.

The source rock of the oil is several black, organic rich shales within the Paradox
Formation. The relatively undeformed Blanding sub-basin developed on a shallow-marine
shelf which locally contained algal-mund and other carbonate buildups in a subtropical

climate.

The Ismay zone is dominantly limestone, comprising equant buildups of phylloid-algal
material capped by ahhydrite. The Desert Creek zone is dominantly dolomite, comprising
regional, nearshore, shoreline trends with highly aligned, linear facies tracts.

Squaw Canyon Field was discovered by the drilling of the Federal 1-19 well located in the
SENE Section 19, . T38S R26E SLM. Additional wells were drilled to delineate the field,
with a single well the Federal 3-19 being completed and placed on production, the
remaining wells determined the extent of the producing zones.
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Squaw Canyon Oil Field

Reservoir Properties

Upper Ismay Formation

Contains Three permeable zones

5323 —34  76% Dolomite 24% Limestone
5347 -53  63% Limestone 37% Dolomite
537581 74% Dolomite 26% Limestone

Average Porosity 13%
Water Saturation 45%
Thickness

Permeability
Upper Ismay Perfs

Desert Creek Formation

Single Permeable Zone

21 feet

1.1 md
5322 -5339 feet IP 51 BO/D 237 MCF/D 7 BWPD

Porosity 16.5%

Water Saturation 49% (Secondary porosity is also visible from cores)
Lithology Dolomite

Thickness 12 feel

Permeability | md (fractures)

Desert Creek Perfs
Fluid Properties

Desert Creek

Gravity
Viscosity

Upper Ismay

Gravity
Viscosity

5553 — 5555 feet IP 504 BO/D 433 MCF/D 0.2 BWPD

44.2 API
0.334 c¢p
43.2 API
0.35 cp

The reservoir rocks are fractured with the fracture orientation being NE SW.
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Squaw Canyon Oil Field Volumetric Calculations

Upper Ismay

H 10 feet
Porosity 13 percent
Water Saturation 45 percent

160 acre drainage

Oil in Place

[smay 1.7 million bbls
Desert Creek 1.42 million bbls
Total 3.228 million bbls

Cumulative Production
0.349 million bbls
Total recovery to date 11.2 percent

Ultimate recover assuming 25% recovery factor

0.807 million bbls
Remaining Reserves 0,430 million bbls

A single horizontal well should be able to recover the remaining reserves beneath the NE/4
of Section 19.

The two wells completed on the subject lease can continue producing from the existing
sones and would not have an effect upon the drainage from the horizontal well, as the
remaining reserves of approximately 50,000 bbls. Thus, the horizontal well should still be
able to recover the remaining reserves of approximately 380,000 bbls of oil.

Economics:

Well cost $ 2.8 million
Cumulative Revenues $ 17 million
Discounted Rev @10% $ 7.6 million
ROI 6101

ROI @ 10% 2.7 10 1
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£ Uqyx3
£0-88T 'ON @sne)

$20-0T0Z "ON 33%20Q
Auedwo) |10 Bay/te

Gas Well Operating Exp. $300/month Gas Price $3/Mcf

Oil Well Operating Exp. $2000 QOil Price $61
Gas MCF Gas Gas Qil Oil bbls Qil Net Rev

Year Rate MCF Net Net Rev. NOE Rate Net Prod Net. Rev. NOR Prod. Tax After Taxes PV 10%
2011 10000 8250 $ 24750 0 30000 24750 $ 1,435,500 $ 24,000 $73,013 $ 1,363,238 $1,298,321
2012 9300 7200 $ 21,600 0 27900 23018 $ 1,335015 $ 24000 $67,831 $ 1,264,784 §$1,045276
2013 8649 6696 $ 20,088 0 25947 21406 $ 1,241,564 $ 24,000 $63,083 § 1,174570 § 882471
2014 8044 6227 $ 18,682 0 24131 19908 $ 1,154,654 $ 24000 $58667 $ 1,090,670 §$ 744,942
2015 7481 5791 $ 17,374 0 22442 18514 $ 1,073,829 § 24,000 $54,560 $ 1,012,643 $ 628,771
2016 6957 5386 $ 16,158 0 20871 17218 $ 998,661 $ 24,000 $50741 $ 940,078 § 530,649
2017 6470 5009 $ 15,027 0 19410 16013 $ 928,754 $ 24,000 $47,189 $ 872592 § 447,778
2018 6017 4658 $ 13,975 0 18051 14892 § 863,742 $ 24,000 $43,886 $ 809,831 § 377,792
2019 5596 4332 $ 12,997 0 16787 13850 $ 803,280 $ 24,000 $40814 $ 751,463 $ 318,694
2020 5204 4029 $ 12,087 0 15612 12880 $ 747,050 $ 24,000 $37,957 $ 697,180 § 268,793
2021 4840 3747 $ 11,241 0 14519 11979 § 694,757 $ 24,000 $35300 $ 646,698 $ 226,664
2022 4501 3485 $ 10,454 0 13503 11140 $ 646,124 $ 24,000 $32,829 $ 599,749 § 191,098
2023 4186 3241 $ 9,722 0 12558 10360 $ 600,895 $ 24,000 $30,531 $ 556,086 $ 161,078
2024 3893 3014 $ 9,042 0 11679 9635 $ 558,832 $ 24,000 $28,394 $§ 515480 $ 135742
2025 3620 2803 3 8,409 0 10861 8961 § 519,714 $ 24,000 $26,406 $ 477,717 $ 114,362
2026 3367 2607 3 7,820 0 10101 8333 § 483,334 $ 24,000 $24,558 $ 442597 § 96,322
2027 3131 2424 $ 7.273 0 9394 7750 3 449501 $ 24,000 $22839 $ 409,935 § 81,103
2028 2912 2255 $ 6,764 0 8736 7208 $ 418,036 $ 24,000 $21,240 $ 379,559 § 68,267
2029 2708 2097 $ 6,290 0 8125 6703 % 388,773 $ 24,000 $19,753 $ 351,310 § 57,442
2030 2519 1950 $ 5,850 0 7556 6234 % 361,559 $ 24,000 $18,370 $ 325039 $ 48315
2031 2342 1813 $ 5,440 0 7027 5797 § 336,250 $ 24,000 $17,085 $ 300,606 $ 40621
2032 2178 1687 $ 5,060 0 6535 5392 % 312,712 $ 24,000 $15889 $ 277,883 § 34,137
2033 2026 1568 $ 4,705 0 6078 5014 $ 290,823 $ 24,000 $14,776 $ 256,752 $ 28,674
2034 1884 1459 $ 4,376 0 5652 4663 $ 270,465 $ 24,000 $13,742 $ 237,099 $§ 24,072
2035 1752 1357 $ 4,070 0 5257 4337 $ 251,532 $ 24,000 $12,780 $ 218,822 $§ 20,196
2036 1630 1262 $ 3,785 0 4889 4033 $ 233,925 $ 24000 $11,885 $ 201,824 § 16,934
2037 1516 1173 $ 3,520 0 4547 3751 $ 217,550 $ 24,000 $11,054 $ 186,017 $ 14,189
2038 1409 1091 3 3,274 0 4228 3488 § 202,322 $ 24,000 $10280 $ 171,316 § 11,880
2039 1311 1015 3 3,044 0 3932 3244 3 188,159 $ 24,000 $ 9560 $ 157,644 § 9,938

TOTAL 125443 103490 $ 310,471 0 376328 310471 $ 18,007,312 $ 696,000 $ 15,524 $17,606,259 $7,924,522

PV10 $ 7,924,522
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SQUAW CANYON OIL FIELD
DESERT CREEK STRUCTURE MAP

DESERT CREEK STRUCTURE
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SQUAW CANYON OIL FIELD
DESERT CREEK ISOPACH
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EAST WEST CROSS SECTION- SQUAW CANYON-S
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L i EXHIBIT *3"

Attached to and made a part of that certain Letter Agreement W-36-79 (U)
dated April 10, 1972, by and between Mobi1 011 Corooratfon and

McCulloch 0f1 and Gas Corporation.

OPERATING AGREEMENT
DATED

19.

FOR UNIT AREA IN TOWNSHIP__38 SOUTH RANGE 25 TAST

SAN_JUAN COUNTY, STATE OF___UIAd

EXHIBIT 16
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OPERATING AGREEMENT
THIS AGREEMENT, entered into this day of 19 between
McCulloch Q11 and Gas Corporation .
bereafter designated as “Operator™, and the signatory parties other than Operator.
WITNESSETH, THAT:

WHEREAS, the partics to thir tgreement re owners of oll and rax leases covering and, If s indicated,

unleased mineral interests in the tracts of land described in Exhibit “A", and all parties have reached mn
agreement to explore and dcvelop thete lezser and interesis for oil and gas LW the extent and as hereinafter
provided;
NOW, THEREFORE, it iz agreed as follows:
1. DEFINITIONS
As used in this agreement, the following words and terms shall have the meanings here ascribed to
them.

(1) The words “party” and “parties” shall always mean a party, or parties, to this agreement.

(2) The parties to this agreement shall always be referred (o as “i1" or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons real

(3) The term *“oil and gas” shall include oll, gas, cazinghead gas, gas condensale, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the fnclusiveness of this term is specifically stated

(4) The term “oll and gas interests” ahall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

(S) The term “Unit Area” shall refer o and include all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oll and gas purposes under this agreement.
Such lands, oll and gas leasehold interests and oil and gas interests are described in Exhibit “A".

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. 1f a drilling unit is not fixed by any such rule or order, s drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties:

(7.) All exhibits attached 1o this agreement are made a part of the contract as fully as though copied in full
in the contract.

(&) The words “equipment” and *“rmaterials” as used here sre synonymous and shall mean and {nclude all
oll field supplies and personal property acquired for use in the Unit Area.

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Title Examinatien: -

NO WELL SMALL O DRILLED IN THE UNIT ARCA UNTIL AFTER (1) THE TITLE TO THE
ORILLSITE LEASE MAS BECH EXAMINED BY AN ATYORNEY ACCEPTABLE YO DPERATOR AND (2} THE TITLE HAS DEEN AP-

PACVED BY OPLRATOR OR THE TITLE HMAS GEEX ACCEPTLD BY ALL OF TME PARTILS WO ARL TO PARTICIPATE N THE
DRILLING OF THE WELL.



B. Fallure of Title:

After all titles are approved or accepted, any defects of title that may develop shall be the joint re-
sponsibility of all parties and, if a title loss occurs, it shall be the loss of all parties, with each bearing its pro-
portionate part of the loss and of any labilities incurred in the loss. If such a loss occurs, there ghall be no
change in, or adjustment of, the interests of the parties in the remaining portion of the Unit Ares.

C. Loss of Leases For Other !’Il‘u Title Fallure:

If any lease or interest subject t; this agreement be Jost through fallure to develop or because express
or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, the Joss shall not be considered o fallure of title and all such Josses shall
be joint Josses and shall be borne by all parties in proportion to their interests and there shall be no readjust-
ment of interests in the remaining portion of the Unit Area. '

—ITUNLEASED-OIl AND-GASINFEISLRE—

attached as
Exhibis “B” and for the primary term therein stated. As to su ¢ owner ghall receive royalty en
production as prescribed in the form of attached hereto as Exhibit “B", Such party shall,
provisions of this agreement relating to lessees, to the extent that it ewns

1

4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, and their respective percentage or fractional nterests under this
apreement. Unless changed by other provisions, all costs and Habilities Incurred in operstions under this con-
tract shall be borne and pald, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A", All production of oll and gas from the
Unit Area, subject to the payment of lessor's royalties, ahall als0 be owned by the parties in the same manner,



If any oll and gas Jease covered by this agreement s subject to an overriding royalty, production pay-
mwent, or other charge over and above the usual one-eighth {18) royalty, the party contributing (ha{ lease shall
B8N wurs i bear all Tuch excess obligations and shall account for them to the owners thereof out of its
share of the working interest production of the Unit Area.

8. OPERATOR OF UNIT

McCulloch 011 and Gas Corporatinn shall be the Operstar of
the Unit Aree. and rhall conduct and direct and have full control of all operationt on the Unit Area as per-

mitted 2nd required by, and within the Jimits of, this agreement. It shall conduct all such operations in a good
and workmanlike manner, but it thall have no liability as Operator to the other parties for losses sustained,
or liabiliies incurred, except such as may resull from gross negligence or from breach of the provisions of
thic ggrecment

§. EMPLOYEES .

The number of employees and their selection, and the hours of labor and the compensation for services

performed, shall be determined by Operator. All employees ghall be the employees of Operator.
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ing of a well for oil and gas in the {ollowing location:

and ghall thereafter continue the drilling of the well with due diligence to

unless granite or other practically impenetrable s ance is encountered at a lesser depthor unless all parties
agree to complete the well at a lesser dep!

Operator shall make reasonabl stz of all formations encountered during drilling which give indica-
tion of containing oil and gas j
plication to a specific for

formation or fo

uantities sufficient to test, unless this agreement shall be limited in its ap-
tion or formations, in which event Operator shall be required to test only the
ns 1o which this a‘;reemenl may apply.

8. COSTS AND EXPENSES .

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided In the Accounting Procedure sttached hereto and marked Exhibit “B”. 1f any provision of Ex-
hibit “B” should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevall

Operator, at its election, shall have the right tromumeul_imetodemdandnulvemthemr
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an jtemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Operator jts proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails lo pay its

share of sald estimate within said time, the amount due shall bear interest at the rate of tweive percont (127%)

P annuM of the Meximum coONtract rate permitted by the epplicable uwry laws in the sate In which the Joim Property i locwted,
whichever s The (seser, urtil poids Proper adjustment shall be made monthly beiween advances and sctual cost, to
tbe end that each party shall bear and pay its proportionate share of actual costs incurred, and no more.




9. OPERATOR'S LIEN

Operator is given a first and preferred lien on thc inferest of cach parly covered by this contract. and
in each party's interest in oil and gas produced and the procecds thereof. and upon each party’s interest in ma-
terial and equipment, to secure the payment of all sums due from each such party to Operator.

1n the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized. at its election. to collect from the purchaser or purchasers of oil or gas.
the proceeds accruing o the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, snd ~uch purchaser of oil or gas is authorized to rely upon Opcrator's staterment
as 10 the amount owing by such party.

In the event of the neglect or failure of any non-operating parly to promptly pay its proportionate part
of the cost and expense of development and operation when due. the other non-opersting parties and Opcrator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proporiionately contribute
1o the payment of such delinquent indebledness and the non-operating parties so contributling shall be entitled
10 the same lien rights as are granted to Operator in this section.  Upon the payment by such delinquent or
defaulting party to Operator of any amount or amountison such delinquent indebtedness. or UpON any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distribuied and paid by 6peralor {o the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretof{ore made by them.

1¢. TERM OF AGREEMENT
This sgreement shall remain in full force and effect for as long as any of the oil and gas leases subjected to
this agreement remain or sre continued in force a3 to any part of the Unit Ares, whether by production, extens:

ion, renewal or otherwise N

11. LIMITATION ON EXPENDITURES
Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugeed back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
. the reworking, plugging back or deepening of a well shall include consent fo sll necessary expenditures in
. conducting such operations snd completing and equipping of said well 1o produce, including necessary tank-
age; (c) Operator shall not undertake any single project reasonably estimated to rgquire an expenditure in
excess of Ten_Thousand™ Dollars ($10.000.00 __ )
except in connection with & well the drilling, reworking, deepening. or plugging back of which has been pre-
viously authorized by or pﬁnumt 0 this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinfon are required to deal with the emergency and to safeguard life and property,
but Operator shall, as prompily as possible, report the emergency 10 the other parties. Operator shall, upon
request, furnish coples of its “Authority for Expenditures” for any single project costing In ex-
cess of $5.00000

- —



32. OPERATIONS BY LESS THAN ALL PARTIES

1f all the parties cannot mutually agree upon the drilling of any well on the Unit Area thopthontho
<est-wet-provided-for—in-Geetion3, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or & well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, sny parly or parties wishing 1o drill, rework, deepen or plug back such a well
may give the other parties written notice of the proposed operation, specifying the work to be performed,
ihe locstion, proposed depth, objective formation and the estimated cost of the operation. The pariies receiv-
ing such a nofice shali have thirty (30) dzye (except es fo reworking, plugging back or drilling deeper, where

a drilling rig is on location, the period shal] be limited 1o forty-eight (48) hours exclusive o()g?;&rsg'd:;:%un-
dey) after receipt of the notice within which 1o nolify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such & notlice to so reply .to
it within the period sbove fixed shall constitute an election by that pu:ty not to participate in the cost of the

proposed operation. .

1f any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred 10 as “Non-Contenting Party™), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafier referred o as the “Consenting Parties”) shall, within thirty (30)
days after the expiration of the motice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work
on the proposed operation and complete it with due diligence,

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A" bear to the total interests of al} Consenting
Parties. Consenting Parties shall keep the Jeasehold estates involved In such operations free and clear of all
Liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in & dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expenre. If any well drilled, reworked, deepened or plugged back under the provisions of this
section results in a preducer of ol and’or gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operstor and
shall be operated by it at the expen:é and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
1o their respective interests, all of such Non-Consenting Party's interest.in the well, its Jeasehold opersting
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding roysity and other interests payable out :f o.r measured by the production
from such well accruing with respect o such interest until it reverts) shall equal the total of the following:

(A) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not Lmited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of each such Non-Consenting Party's share of the cost of
operation of the well commencing with first production and continuing unti] each such Non-Consenting
Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party's share of such costs and equipment will be that interest which would have
been chargeable (o each Non-Consenting Party had it participated in the well from the beginning of
the operation; and

(B) 200% of that portion of the cosis and expenses of drilling, reworking, deepening or plugging back,
testing snd completing, after deducting any cash contributions received under Section 24, and 300%
of that portion of the cost of newly scquired equipment in the well (to and including the wellhead
connections), which would have been chargeable to such Non-Consenting Party if it had participated
therein,



In the case of any reworking. plugging back or deeper drilling operation, the Consenting Parties shall
be permitled to use, free of cost, all cxzing. tubing and other equipment in the well, but the ownership of all
such equipment shall remsin unchanged, and upon sbandonmen! of a well after such reworking. plugzing
back or deeper drilling, the Consenting Parties ghall account for all such equipment to the owners thereof,
with each party receiving its proportionate part in kind or in value.

Within gixty (60) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipmeni in and connected to the well, and an {temized sialement of the cost of drilling, deepening.
plugging back, testing, completing, and equipping the well for production; or, at {ts option, the operating
party, In lieu of an itemized statement of such costs of operation, may submit a detaHed statement of monthly
billings. Each month thereafter, during the Ume the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an {temized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding month. Any amount realized {rom the sale or other disposition of equip-
ment newly acquired in connection with any such operstion which would have been owned by a Non-Con-
senting Party had it participated therein ghall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert
o it as above provided; if there is a credit balance it shall be paid to such Non-Consenting Party.

If and when the (Eoment.in( Parties recover from a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert 1o it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay {ts proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this agreement and the accounting procedure scheé;ale. Exhibit * B, attached hereto.

Notwithstanding the provisions of this Section 12, It is agreed that without the mutual consent of all
parties, no wells ghall be completed in or produced from a source of supply from which s well Jocated else-
where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern
for such source of supply.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating ofl for marketing purposes and production unavoidably lest. Each party '
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royaltles, or other payments
due on its share of such production, and shall hold the other partles free from any liability therefor. Any
extra expenditire incurred in the taking in kind or separate disposition by sny party of its proportionate
share of the production shall be borne by such party.

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc-
tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchasers
thersof for its share of all production.



IN THE EVENT ANY PARYY OMALL PAIL TO MANE THE ARAAMOEWENTS MECTERARY YO TARL v XIMD O .
SEPARAYELY DISPOSE OF (TS PROPORTIONATL SWHARE OF THE OIL AND 84S PRODUCED FROM THE UNIT ARE4L, GPERA~
YOR SMALL WAVE THE RIOXY, GUSJRCT TO REVOCATYION AY WiLL BY TME PARTY OWNING [T, BUT WOY THE OBLE
GATION, YO PURCMASL SUCK OIL aMD ®AI OR SELL 1T YO OTHMERS POR THME TIME BEMNG, AT wWOT LESS THAN TME
WARKETY PRICE PREVAILING [N TME AREA, WHICK OXALL IN NO EVENT BT LENE THAN THE PAICE WHICH OPERATYON
RECEIVES FOR (Y POATION OF YTRE OIL AND Sad PRODUCED FRAOM THE UMIT ARZA. ANY JUCH PURCHASEL OR BALK
B, OPELAMATOR SHalLL WBE SUBJACY ALBalb YO THL RienT OF Tanl &=NER OF THL TRODUCTION TO EXERCISE 27
ANY THheE LTS MMT YO TAKE In HIND, OR SEPARATELY DWPOSE OF, IT8 BwaRE OF ALl OIL AwWD CAS “0T PAL -
YIOUSLY DELIVERED YO £ PURCHABYR| PRNOVIOED, WOPKYER, YTHAT fUCHM FURCHARE OR BALL BY OFLRATOR OF &uW)
OTHER PARTY' SmMARE OF OIL AND @A SHMALL BE ONLY POR BUCKH ALASONABLL PEMIODS OF Yiag A8 AR COM.
CETENRT EITH THE MINIHUN MCEDf OF TwWY IWDUITRY UNDFE® THMI PABTICULAR CIRCUMSTAMCER, BUY W w0 EVENT
FOR A PEWIOD IN EXCED) OF ONE TEAR. WOTWITHITAMDING THE FONFOOING, OPERATOR SMALL WMDY wmaxl 4 saLx
INTO INTERBTATE COMMERCE ©OF &MY OTHER PARYY’S BRARE OF QAL PRODUCTION WITHOUY PEREY @IVING BUCH
OYHEN PARTY BIXTY (80] DAYE WOTICE OF BUCH INTEMDED BSAaLK.

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operstions, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator's books and records relsting thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand st the {irst of each month, and shall make avallable samples of any
cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Operator, if it 8o desires, may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed the prevailing rates in the field, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed Ry Operator under the same terms and conditions as shall be customary and usual
in the field in contracts of independent contractors who are doing work of a similar nature.

18. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant o Section 12 hereof for
which the Consenting Parties have not been fully reimbursed a5 therein. provided, which has been com-
pleted a3 a producer shall be plugged and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing 1o continue its operation shall tender
10 each of the other parties its proportionate share of the value of the well's salvable material and equip-
ment, Setermined In sccordance with the provisions of Exhibit “B”, less the estimated cost of salvaging and
the estimated cost of plugging and sbandoning. Esch abandoning party shall then assign o the non-
sbandoning parties, without warraniy, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and iz equipment, together with its interest in
the leasehold estate as to, but only as'1o, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit™ upon which the well is Jocated.
The payments by, and the assignments 1o, the assignees shall be in a ratio based upon the relstionship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-

pation in the Unit Aves of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall bave no further responsibility, liability, or interest in the
operation of or production from the well in the ‘interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the aszsigned well for the account of the non-sbandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as
the result of the separate ownership of the astigned well,

-'—



17. DELAY REW \;, MINIMUM ROYALTIES ~~"O SHUT- WELL PAYMENTS

\Eobii shail pay ais delay rentals which ray become uue and payable undsr
tha terms of any oil and gas lease covering lands subject to this agreement,
Zach c:har party hersto shall pay Mobil within thirty (30) days of being billed
therefor, for its respective share of such delay rentals in accordance with its
interest set forth in Exhibit "A." Operator agrees to timely pay any and all
shut-in well payments and minimun royalties which may be required under the
terms of any oi{]l and gasz lease covering landsz subject to this agreemant and
cherge the joint account of the parties with said payments which ahall be
treated in all respects the came as costs Iincurred Ln the davelopment and oper-
ation of the Unit Area.

Each party responsible for such payments shall diligently attempt to make
proper payment, but shall not be held liable to the other parties in damages
for the loss of any lease or interest therein if, through mistake or oversight,
any rental, minimum royalty, or shut-in well payment is not paid or is errone-
ously paid. The loss of any lease or interest therein which results from a
failure to pay or an erroneous payment of rental, minimum royalty, or shut-in
well payment shall be a joint loss and there shall be ne readjustmant of
interests in the remaining portion of the Unit Area. If any party secures a
new lease covering the terminated interest, such acquisition shall be subject
to the provisions of Section 22 of this agreement.

Operator :hnl} prmpf..ly notify each other party hereto of the date eon
which any gas well located on the Unit Area iz shut in and the reason therefor.
Operator agrees to immediately furnish to the other parties a photostatic copy
of any and all instruments of whatever character served on Operator which
evidence a change in the ownership of delay rem:u'il or royalties payable under.

any oil and gas lease which is subject to this agreement.

18. SALE OF INTEREST BY OPERATOR

Should a sale be made by Operator of any of its rights and interests,
Operator shall notify all other parties in writing prier to the effective date,
and the party owning the largest i{nterest hereunder shall become Operator. In
the 'ovont no single party is the largest interest owner or such party declines
to serve as Operator, the parties shall select a new Operator under the provi-
sions of SQctisn 20 hereof. In the event of a change in Operator, the retiring
Operator shall continue to serve as Operator until a successor Operater is
selected, but the retiring Operl'to: shall not be obligated to continue the per—
formance of {ts duties for more than ninety (90) days after the effective date

‘of the sale of its rights and interests.

-8-



19. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of roaintaining uniformity of ownership in the ofl and gas leasehold interesis covered by
{his contract, and notwithstanding any owie psovisions to ths ~=nirs™ no party shall sell, encumber, transfer
or make other dispogition of iU interest in the leases embraced within the Unit Ares and in wells, equipment
and production unless such disposition covers either:

(1) the entire interest of the party in sll leases and equipment and production; of

(2) an equal undivided interest in all iesser wnd cquipment and production in the Unit Area
Every such saie, encumbrancs, (rentfer or other disposition made by eny perty shall be made expressly

Fubject W hls apreemernt, tnd rhrll e made without prejudice to the righls of the other parties.

If a{ any time the interest of pny party is divided among and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners o appoint & single trustee or agent with full authority 1o re-
ceive nolices, approve expenditures, receive billings for and approve and pay such party's share of the joint
expenses, and (o deal generally with, and with power to bind, the co-owners of such party's interesis within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced {rom the
Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

& = 3 20. RESIGNATION OF OPERATOR

Operator may resign {rom Jts dutles and obligations ss Operator at any time upon writlen notice of not
{ess than ninety (90) days given (o0 all other parties. In this case, all parties to this contract ghall select by
majority vote in interest, not in numbers, s new Operater who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver 1o its successor

all records and information necessary to the discharge by the new Operator of its duties and obligations.

21. RELATIONSKIP DF THE PARTIES - TAX BLECTIONS

Except a5 otherwise herein provided, the 1{abil{ties of the parties hereto shall be seversl and not joint
or collective snd each party shall be responsible only for {ts proportfonate share of the costs and 1iabil1ties
{ncurred as provided hereunder. It 1s not the purpose or {ntention of this agreement 10 creale any partnership,
wining partnership or essociation and nefther this agreement nor the operstions hereunder shall be conttrued or
considered as creating any such realtionshipi provided, however, each party sgrees not to elect to be excluded
from the application of Subchapter K of Chapter 1 of Subtitle A of the Internal Revenue Code of 1954, or such

rtion thereof a5 the Secretary of the Treasury or his delegate shall permit by electfon, to be extluded there-
rom, The procedures for implementing partnership taxation shall be in accordance with the provisions of Exhibit
ep* attached hareto and made & part hereof,

22. RENEWAL OR EXTENSION OF LEASES
If any party secures a renewal of any oil and gas lease ;ubj'ect to (hi‘:__co_ntrnct, each snd all of the other
parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease
by paylng to the party who acquired it their several proper proportionate shares of the acquisition cost. which
ghall be in proportion to the interesis held at that time by the parties in the Unit Area.

1f some, but less thar. all, of the parties elect to participate in the purchase of a renewal lease. it shall
be owned by the parties who elect to participate therein, in a ratic based upon the relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
ares of all puiiu parlicipating in the purchase of such renewal lease. Any renewal lease in which less than
all the parties elect 1o participate shall not be subject to this agreement.

Each parly who participates in the purchase of a renewal lease shall be given an azsignment of its pro-
portionate interest therein by the atquiring party.

The provisions of this section shall spply to renewal Jeases whether they are for the entire interest
covered by the expiring lease or cover only & portion of iis area or an interest therein. Any renewal Jease
taken before (he éxpiration of its predecessor Jease, or taken of contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing Jease shall not be deemed 8 renewal lease and
shall not be subject 1o the provitions of this section.

The provisions in this section shall apply also lemewrwumomo!oﬂmd gas leases.



23. BURRENDYR OF LEASFS

mkmtwvtndbythhn(mmglnnluuuw:mbnm screage in the Unlt Area, shall ol kx
surrendered In whole or {n part unless all parties consent

However, should any party desire to surender ts interest in any lease o in any portion thereof, and
other parties not agree or consent, the party dexiring to surrender shall msrign, without express or tmplied
warranty of title, all of {ts interest in such lease, or portion thereof, and any well material and equipment
which may be located thereon and any rights in production thereafter pecured, to the parties pot dediring to
surrender it. Upon such assignment, the sasigning party shall be relieved from all obligations thereafter sc-
“eruing, but not theretofore accrued, with respect to the screage axsigned and the operation of any well there-
on, and the assigning party shall have no further interest in the leare assigned and its equipment and production
The pariies assignee shall pay to the parly assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned screage, determined in accordance with the provixions of Exhibit "%,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment & in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions
that the interest of each bears to the interest of all pariies assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the
terms and provisions of this agreement.

3¢. ACREAGE OR CASH CONTRIBUTIONS

While this agreement fs in force, 1f any party contracts for & contribution of cash toward the drilling
of a well or any other operation on the Unit Area, such contribution shall be paid to the party who con-
ducted the drilling or other operation and shall be applied by 1t sgainst the cost of such drilling or other
operation. If the contribution be in the form of acresge, the party to whom the contribution 1s made shall
promptly tender an assignment of the scresge, without warranty of title, to the parties drilling the well 1n
the proportions said partfes shared the cost of drilling the well. .17 a1l parties hereto participate in the
drilling and accept such tender, such acresge shall become » part of the Un$t Area and be governed by the
provisfons of this agreement. If less than all parties hereto participate in the drilling and sccept such
tender, such acreage shall not become & part of the Unit Area. Esch party thall promptly notify all other
p:tu: of all acreage or money contributfons it may obtain in support of any well or any other operation on
the Unit Arsa.

25. PROVISION CONCERNING TAXATION

Operator shall render for ad valorem taxation all property subject to this agreement which by law
should be returned for such taxes, and it shal] pay all such taxes assessed thereon before they become delin-

quent. Operator shall bill all other partles for thelr proportionate share of all tax paymenis in the manner
provided in Exhibit “B*~,

1f any tax assessoent {3 considered unreasonsble by Operstor, it may st It discretion protest such valus-
tion within the time and manner prescribed by law, and prosecute the protest to 8 final determination, unless
all parties agree to abandon the protest prior to final determination. When any such protested valustion shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and

penalty accrued, and the total cost shall (hen be assessed against the parties, and be paid by them, &s provided
in Exhibit “B*,
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28. INSURANCE

At all times while operations are conducted bereunder, Operator shall comply with we “workomen's
Compersation Law of the State where the operations are being conducted. Operator shall alse carry or pro-
vide insurance for the benefit of the jolnt account of the parties as may be outlined in Exhibit “C"™ attached
to and made s part bereof. Operator shall require all contractors engaged in work on or for the Unit Area
{0 comply with the Workmen's Compensztion Law af (he State where the operations are being conducted and
o malniain such olher insurance &5 Opersior may require. :

In the event Automobile Public Liability Insurance is specified in sald Exhibll =C", or subsequenty re-
criver the approval of the parties, no direct charge thall be made by Operator for premiums paid for such in-
surence for operator's fully owned automotive equipment.

27. CLAIMS AND LAWSUITS

1f any party to this contract ia sued on an alleged cause of action arizing out of operations on the Unit
Area, or on an alleged cause of action involving title to any Jease or oil and gas interest subjected 1o this con-
tract, it thall give prompt written notice of the suit to the Operalor and all other parties.

The defense of lawsults shall be under the general direction of a committee of lawyers representing the

" parties, with Operstor's stiorney as Chairman. Suits may be settled during ltigation only with the joint con-

sent of all parties. No charge shall be made for services performed by the’ staff atlorneys for eny of the
parties, but otherwlise all expenses incurred in the defense of suits, together with the amount pald to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion 1o their then interests in the Unit Area. Attorneys, other than staf! attorneys for the parties, ghall
be employed In lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
{s employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged 1o all of the parties in proportion to their (hen interests in the Unit Area. The providons of this
paragraph shall not be applied in any instance where (he Joss which may result from the sult ls treated as &N
individual Joss rather than a joint loss under prior provisions of this agreement, and all such suits ghall be
handled by and be the sole responsibility of the party or parties concerned

Darmage claims cauged by and arising out of operstions on the Unit Area, conducted for the joint sc-
count of all parties, shall be handled by Operator and its atlorneys, the settlement of claims of this kind ghall
be within the discretion of Operator so Jong as the amount paid in setiement of any one claim does not exceed
one thousand ($1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to
and be paid by all parties in proportion to their then interests in the Unit Area

28. PORCE MAJEURE .’

-—

If any party is rendered unable, wholly or in part, by force majeure to carry out ts obligations under
this agreement, other than the obligation to make money payments, that party shall give to all other parties
promp! written notice of the force majeure with reasonably full particulsrs concerning it: thereupon, the
ebligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no Jonger than, the continuance of the force majeure. The affected party shall use all posible
@Ni{gence to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with a1l reasonable dispatch shall not require
{he setUlerent of strikes, Jockouts, or other labor difficulty by the party invelved, contrary b its wishes; bow
all such difficulties shall be bandled shall be entirely within the discretion of the party concerned. |

The term “force majeure” a3 here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public epemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavallability of equipment, and any other cause, whether of the kind specifically enum-
ersted above or oﬂn.rwht, which is pot reasonably within the contro} of the party clalming suspension.

29. NOTICES .
A1) nottces authorized or required between the parties, end required by any of the provisions of
this agreement, shall, snless otherwise spacifically provided, be given {n writing by delivery i person,

or by meil, telex, telegraph, or talecopier. Motice shall be deemed given only when received by the mrty
to whem such notfce is directed.
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(a)

(v

30. OTHER CONDITIONS, IF ANY, ARE:

Notvwithstanding anything herein to the contrary, 1f any party hereto shall,
subsequent to the execution of this agreement, create an overriding royalty,
production payment, net proceeds interest, carried {nterest, or any other
interest out of its working {nterest (hereinafter called "subsequently
created interest"), such subsequently created fnterest shall be specifically
made subject to all the terms and provisions of this agreement. If the

party hereto from which such subsequently created interest is crested (s) fails
to pay when due i{ts share of costs and expenses chargesble hereunder, and

its share of production sccruing hereunder {s fnsufficfent to cover such
costs and expenses, or (b) elects to abandon & well under Section 16 hereof,
elects to surrender a lease under Section 23 hereof, elects to go non-consent
under Section 12 hereof, or otherwise vithdravs from this agreement, the
subsequently created interest shall be chargeable with a pro-rata portion

of all costs and expenses hereunder in the same zanner a8 L{f such subse-
quently crested interest were @ working interest, and Operator shall have

the right to enforce sgsinst such subsequently crested interest the lien

end all other rights granted {n Section 9 bereof for the purpose of collect-
ing costs and expenses chargaable to the lubsequentlx created interest.

Election st Cssingpoint - Notwithstanding any provision to the contrary
appearing herein, consent to the drilling of a test well shall mot be
deemed as consent to the setting of casing and & completion attempt. After
any well drilled pursuant to this agreement has reached {ts authorized
depth, Operstor shall give {mmediste notice by telephone or wire to non-
operators. The perties receiving such notice shall have forty-eight (48)
hours (exclusive of Saturday, Sundsy our legsl holidays) in which to elect
vhether or mot they desire to set cosing and to participste in a completion
attempt. TFailure of a party receiving such notice so to reply by telephone . - .
or wire within the period above fixed shall constitute an election by that
party mot to participate {n the cost of a completion sttempt,

If a1l parties elect to plug and sbandon the test vell, Operstor shall
plug and sbandon the well at the expense of sll parties.

1f ooe or mwore, but less than all of the parties, elect to set pipe and
ottempt & completion, the provisions of Section 12 shall apply to the
operation, It {s understood, however, that the parties attempting completion
shall be entitled to recover 300% of the costs {ncurzred {n the completion
attempt. It s further understood that the non-consenting parties shall

P8y their proportionste share of all costs fncurred fn drilling the teat
well to the time of their motice of an election mot to participate.



(c) Durimg performsnce of this comtract, the Operator sgrees os follows:

(1)

@)

(&)

()

(s)

(())

m

The Operstor will mot discriminate against any employee or spplicant

for employment because of race, religion, sex, color, or national origin.
The Operator will take aff{rmstive oction to ensure that applicants are
ewployed, and that employees are treated during employment, without
regard to thedir race, religion, sex, color or national erigin. Buch
sction shall include, but not be Jimited to the folloving: employment,
upgreding, demotion, or transfer, recruitment or recruitment asdverctising,
layoff or ternination rates of pay or other forms of compensution &nd
celection for training including apprenticeship. The Operator sgrees

to post {n conspicuous pleces, svailable to employees and spplicents

for employment, notices in the form specified in the regulations
published in Title 41, Chapter 60 of the Code of Federal Regulotions, as
smended, setting forth the provisions of this nondiscrimination clause.

The Operator will, &n all solicitarions or advertisements for employees
placed by or on behalf of the Operstor, state that all qualified oppli-
cants vill receive consideration for employment without regard to rvace,
religion, sex, color or national origin.,

The Operstor will send to esch labor union or representative or wvorkers
vith which he has & collective bargaining agreement or other contract
or understanding, @ notice in the form prescribed by the regulations
published in Title 41, Chapter 60 of the Code of Federal Regulations
sdvising the labor Umion or vorkers' representative of the Operater's
comnitments under Sectioen 202 of Executive Order 11246 of September 24,
1965 and shall port copies of notices fn conspicuous places svailable
to employees and applicants for employment.

The Operator vwill comply with all provisions of Executive Order 11246
of September 24, 1965 and of the rules, snd regulations and relevant
orders of the Secretary of labor.

The Operator will furnish all information and reports required by
Executive Order 11246 of September 264, 1965 and by the rules, regulations
snd orders of the Secretary of Labor, or pursuant thereto, and will
permit access to its books, records and accounts by the contracting
sgency (as defined in the regulations published under Title &1, Chapter
60 of the Code of Federal Regulations) and by the Secretary of Labor

for purposes of investigation to ascertain compliance with such

rules, regulations and orders.

In the event of the Operstor's noncompliance with the nondiscrimination
clauses of this contract or with any of such rules,.regulations or
orders, this contract may be canceled, terminated or suspended, in whole
or in part, and the Operator ®may be declared ineligible for further
Covernment contracts in accordance with procedures suthorized in
Executive Order 11246 of September 24, 1965 and such other sanctions may
be imposed and remedies {nvoked as provided in Executive Order 11246

of September 24, 1965 or by rule, regulations or prder of the Secretery
of Labor or as othervise provided by lsw.

The Operator will {nclude the provisions of Paragraphs (1) through (7)
in every contract or purchase order unless exempted by rules, regula-
tions, or orders of the Secretary of Labor issued pursuant to Section 204
of Executive Order 11246 of September 24, 1965 so that such provision
will be binding upon esch contractor oF vendor. The Operater will take
sction with respect to any contractor or purchase order as the contract-
fng agency may direct 85 8 means of enforcing such provisions including
ssnction for noncomplisnce; provided, however, that in the event the
Operator becomes t{nvolved in, or 15 threatened with, litigation with

a contrector or vendor as & resolt of such direction by the contrecting
sgency, the Operstor may request the United States to enter into such
1fcigation to protect the i{nterests of the United States.

-13-
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successors, sepresentatives and assigns.

McCULLOCH OIL AND GAS CORPORATION

ATTEST: M{&z !
ﬁ!é SAUL, VICE PRESIDENT

MOBIL OIL CORPORATION

OPERATOR

ATTEST:
By:

ATTEST:

" -
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EXHIBIT “A®

Attached to and made a part of Operating Agreement dated
, by and between MOBIL OIL CORPORATION an

MeCl10cH 010 AND GAS CORPORATION.-

Lands Subject to Agreement {Unit Arce):
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EXHIBIT “B«

, Attanhed 1 ond wmade » mart of _that certain Operating Agreement
dated . by and bBetween

MOBIL OIL CORPORA and McCULLOCH OIL AN

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitiens
"Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operationt necexsary or proper for the development, operation, protection and
mainfenance of the Joint Property.

“Joint Account” shall mean the account gshowing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties,

*“Operator” shall mean the party designated to conduct the Joint Operntions.

“Non-Operators” ghall mean the parties to this agreement other than the Operator.

*“Parties” shall mean Operstor and Non-Operators.

“First Leve) Supervisors” shall mean those employees whose primary function in Joint Operstions is the direct
supervision ©of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees™ shall mean those employees having special and specific engineering, geological or other

professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

*Personal Expenses’ shall mean trave! and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” thall mean Material which at the time {5 so classified in the Materia) Classification Manual
as mos! recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, Jease or facility. and all charges and credits, summarized by appropriate elassifications of in-
vestment and expense excep! that items of Controllable Material and unususl charges and credits ghall be sep-
arately identified and fully discribed in-detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation. Operator shall sdjust each monthly billing
to refiect advances received from the Non-Operators.

Each Non-Operator shal: pay i1 proportion of all bllls within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12% ) per
annum or the maximum contrac! rate permitted by the applicable usury Jaws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with
the collection of unpaid amounts,

Adjustments

Payment of any such bllls shal! not prejudice the right of any Non-Operator 1o protest or question the correct-
ness thereof; provided, however, all bills and slatements rendered 1o Non-Operators by Operator during any
calendar year shall conclusively be presumed 1o be true and correct after twenty-four (24¢) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operstor takes
writien exception thereto and makes claim on Operator for adjustment. No sdjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
sdjustments resulling from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing e Operator and all other Non-Operstors, shall have the right to sudit Ope-
Tat0r's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an sudit ghall not extend the
time for the taking of writien exception 10 and the adjustments of sccounts as provided for in Paragraph ¢ of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort 10
conduct joint or simultaneous audiis in 8 manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators® avdit cost incurred under this paragraph unless agreed
to by the Operator,

Approval by Non-Opersters

Where an approval or other agreement of the Parties or Non-Operators iz expressly required under other sec-
tions of this Accounting Procedure and if the agreement 1o whith this Accounting Procedure is attached contains
mo contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
mllrmnent or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
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. DIRECT CHARCES

Opersior ahall 2777 ‘%2 Joint Ar~rnt writh the following ftems:

1

2

1.

Rentals and Keyalties

Lesse rentals and royalties paid by Operator for the Joint Operations.

Laber

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct

of Joint Oiaerni n&
. ,an re;; ed expenses
(2) Salariew/of First Leve) Supervisors in the field
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded frorn Vhe (Uverbesd rmies
B. Openator's cost of boliday, vacation, sickness and dirability benefits and other cusiomary allowances paid to
wemployees whose phleries end wages &re chirgrable (o the Joint Account under Paragraph 2A of this Secuon
Il. Such costls under this Paragraph 2B masy be charged on a “when and as paid basis” or by “‘percentage as-
sessment” on the wmounl 0! salaries and wages chargeable (0 the Join] Account under Paragraph 2A of this
Section II. If percentage mssessment is used, the rate shall be based on the Operstor's cost experience.

C. Expenditures or contributions made pursuant o assessments {mposed by governmental authority which are
applicable 1o Operstor's tosts chargeable to the Joint Account under Paragraphs 2A and 2B of this Bec-
tion IL

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Parsgraph 2A of this Section Il

. Employee Benefils

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, re-

tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor

cost chargeable 10 the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual

cost not 10 exceed twenty per cent (20%) or the percentage most recently recommended by the
Counc{l of Petroleum Accountants Societies of

Material North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only

such Material shall be purchased for or transferred to the Joint Property as may be required for immediste use

and is reasonably practica) and consistent with efficient and economical operations. The accumulation of sur-

plus stocks shall be avoided.

Transportatien

Transporiation of employees and Materia) necessary for the Joint Operations but subject to the following limita-

tions:

A. It Material is moved 1o the Joint Property from the Operator's warehouse or other properties, no charge ghall
be made to the Joint Account for a distance greater than the distance from the nearest relisble supply store,
recogmized burge terminwd, or railway receiving point where like material is normally available, unless agreed
1o by the Parties.

B. If surplus Material is moved to Operator's warehouse or other siorage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recegnited-tnrge
termrired= or railway receiving point unless agreed 1o by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or Jess excluding accessorial charges.

Serviess .

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 0 of Section II and Paragraph 1. ii of Section II1. The cost of professional consultant services and con-
tract services of technical personne) directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personne! not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operater

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not 1o exceed eight per cent (8% )
per annum. Such rates shall not exceed average commercial rates cusrently prevailing in the immediate area
of the Jaint Property.

B.. In lieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediste area of the Joint Property less 205%. For sutomotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Lotses to Jolnt Property

All costs of expenses necessary for the repair or replacement of Joint Property made necessary becsuse of dam-
ages or losses incurred by fire, fiood, storm, theft, accident, or other cause, except those resulling from Operator's
gross negligence or willful misconduct. Operator shall furnish Non-Operator writlten notice of damages or losses
fncurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling Utigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of elaims incurred in or resulling from operations under the agreement of
necessary (o prolect or recover the Joint Property, except that no charge for services of Operator's Jegal stal
©r fees or expense of outside atiorneys shall be made unless previously agreed to by the Parties. All other legal
axpense s considered to be covered by the overhead provisions of Section IIT unless otherwise agreed to by the
Parties, except as provided in Bection 1, Paragraph 3.




18.

.

i

Texes

All taxes of every kind and nature esiessed of Jevied upon or in sornection with the Joint Properly, the opers-
Lon thereof, o thi grodustien ¢hersfram, snd which taxes bave been paid by the Operator for the benefit of the
Parties.

Iosurancs

Net premiums paid for insurance required 1o be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operstions are conducted in a state in which Operator may sct &5 self-insurer for Work-
men's Compensation and/or Employers Lisbility under the respective state's laws, Operator may, at ils election,
include the risk under jus self-insurance program and {n that event, Operator shall include & charge at Operator's
cort potl 16 exceed manusl rates.

22 Other Frpenditares

1.

Any other expenditure not covered or dezlt with in the foregoing provisivis of this Section O, or in Section I,
end which i {ncurred by the Operator in the necersary and proper conduct of the Joint Operations.

4
DOl. OVERHEAD

Overbead - Drilling and Produeing Operstiens
i As compensation for adminisirative, supervision, office services and warehousing costs, Operator ghall charge
drilling and producing operalions on either:
(X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise sgreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section 1. The cost and expense of services from oulside sources in connection with
matters of taxation, traffic, accounting or matlers before or involving governmental agencies shall be considered
as {ncluded in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

8. The salaries, wages and Persona) Expenses of Technical Employees andor the cost of professional eonsultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X } be covered by the Overhead rates.

A. Overbead - Fixed Rate Baxis
(1) Operator shall charge the Joint Account at the {ollowing rates per well per month:
Drilling Well Rate § 2,230
Producing Well Rate § 228

(2) Application of Overhead - Fixed Rate Baris slal) be as follows:
(s) Drilling Well Rate 3
[1] Charges for onshore drilling wells shall begin on the date the well i3 spudded and terminate on

the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

{2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and ferminate on the date the drilling or completion equipment moves olf Jocs-
tion or rig is released, whichever occurs {irst, except that no charge shall be made during suspen-
gion of drilling operations for fifteen (15) or more conseculive days

[3) Charges for wells undergoing any type of workover or recompletion for & period of five (3) con-
secutive days or more shall be made at the drilling well rate. Such charges thall be applied for
the period from date workover operations, with rig, commence through date of ng release, excepl
that no charge shall be made during suspension of operations for fifteen (13) or more consecutive

days.
(b) Producing Well Rates

{1) An active well either produced or injected into for any portion of the month ghall be considered
25 & one-well charge for the entire month.

[2] Each sctive completion in a multi-completed well in which production is pot commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion ahall be considered a3 8 one-well charge providing the gas well is directly connected 10 & per-
manent Bales outlet.

[6] A one-well charge may be made for the month in which plugging and abandonment operations .
are completed on any well.

{5] Al other inactive wells (including but not Limited o inactive wells covered by unit allowable,
lease allowable, transfersed allowable, eic.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusied as of the first day of April each year following ihe effective date of the

agreement 10 which this Accounting Procedure is attached. The adjustment shall be computed by multi-

plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared o the calendar year
preceding as shown by the {ndex of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Suﬂx.tiu. of %
equivalent Canadian index as publizhed by Statistics Canada, as applicable. The adjusied rates shall
&cnmumu:hmﬂmwmummpuud sdjustznent.
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R. Overhead - Perventage Basxis .
" 123 O7omztor chell charge the Joint Account st the following rates:
(a) Development

. _Pertent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph § of Section &I and all salvage credits.

(b) Opersting

Percent ( %) of the cost of Operatling the Joint Property exclugive of costs provided
under Paragraphs 1 and § of Section 0, all salvage credils, the value of injected substances purchased
cor cecondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property. .

(3} Applicetion of Overhesd - Percentage Basis chell be as follows:
For the purpote of determining charges on & percentage basis under Paragraph 1B of thic Section I, de-
. yelopment ghall inelude all cosls in connecuon with drilling, redrilling, deepening ©f any remedial opers.
tions on any or all wells in volving the use of drilling crew and equipment] aleo, preliminary ex penditures
. necessary in preparston for driling and expendilures incurred in abandoning when the well s nol com-
pleted s & producer, and original cost of construction or installatidn of {ixed asseis, the expansion of fixed
essels and sny other project clearly ditcernible as a fixed assel, excepl Major Construction i des.ned In
Paragraph 2 of this Seclion I11. All other costs shall be considered as Operating

2. Overbead - Major Constructien

To compensate Operator for overhead costs incurred in the construction and installation of tixed nisels, the ex-
pansion of fixed mssels, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negouate a rate prior to the beginning of construction, or ghall
charge the Joint Account for Overhead based on the following rates for any Major Consiruction preject in excess

of § - :

A *« % of total costs if such costs are more than g_*®  butlessthan$ * : plus
B. ___* 9% of total costs in excess of §__ % but less than $1,000,000; plus

C. * % of total costs in excess of $1,000,000.

Tota] cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended {rom time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found 1o be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator s responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: bow-
ever, at Operator’s oplion, such Material may be supplied by the Non-Operator. Operator ghall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation 10 purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Materia) not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case

of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositiens

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement o0 &
maximum carload or berge 4eod weight basis, regardless of quantity transferred, equalized to the Jowest
published price f.0.b. railway receiving point s ~recephised -barge - borminal nearest the Joint Property
where such Material is normally sveilable.
(2) Line Pipe
(a) Movement of Jess than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is por-
mally available. 2

(b) Movement of 30,000 pounds or more shall be priced under provisions f tubular goods pricing in Para-
graph 2A (1) of this Section Iv.

(3) Other Material shall be priced st the current new price, in effect at date of movement, &8 lin.ed by 8 reliable
supply b;:on or £.0.b. railway receiving point nearest the Joint Property where such Material is pormally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (15%) of current new price, as determined by Paragraph 2A of this Section IV,
(3) Matarial moved from the Joint Property
(s) Al seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV,
umwmmmwmum:oﬁmmmuuwmuMu ]

* To be megotiated
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(b) at sixty-five percent (83%) of current new price, as Getermined by Paragraph 24 of this Gection
IV, 4 Material was originally charged to the Joint Account as good used Material st seventy-five pere
cent (715%) of current new price. .
The cost of reconditioning, ¢ anv, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C .
M aterial which is not in sound and serviceable condition and not suitable for it original function unti]
after reconditioning shall be priced st fifty percent (50% ) of current new price gs determined by Pare-
graph 2A of this Section IV. The cost of reconditioning &hall be charged Lo the receiving property, pro-
vided Condition C value plus cost of reconditioning doet not exceed Condition B value.

(2) Condition D

Al other Material, including junk, shall be priced gt & value commensursie with U use or st prevailing
prices. Material no longer suitsble for e ongine) purpose but usabie o1 some olbe: purpose, shall be
priced on & basis comparable with that of jlems normally used for such other purpase. Operalor may dis-
pose of Condition D Mitlenik! undel procedules Loliuaily ulilized by the Operetor withouw! pnor approval
of Non-Operators.

D. Obsolete Msterial .

Materiz] which is serviceable and usable for {13 ariginal function but condition snd/or value of such Material
{s not equivalent to that which would justify a price as provided above may be specially priced as agreed 1o by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions
(1) Loading and unloading costs may be cherged to the Joint Account &t the rate of {ifteen cents (13¢) per
hundred weight on sll tubular goods movements, in Lieu of loading and unloading costs susiained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph § of Section II.

(2) Material involving ereclion costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obtainable st published or listed prices betause of nationa] emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator's actual cost incurred in providing such Material. in making it suitable for use,
and in moving it 1o the Joint Properiy, provided notice in writing is furnished 1o Non-Operators of the proposed
charge prior o billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice {rom Operator, to furnish in kind all or part of his share
of such Material suitsble for use and acceptable to Operator.

Warranty of Material Furnished by Operater

Openator does not warrant the Material furnished. In case of defective Material, credit shall not be passed 10 the
Joint Account until adjustment has been received by Operator {rom the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Writien notice of intention to take inventory shall be given by Operator st least thirty {30) days before any inven-
tory is 10 begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
10 be represented at an inventory shall bind Non-Operators 1o accept the inventory taken by Operator.

Reconciliation and Adjustment of Iaventeries

Reconciliation of 8 physical inventory with the Joint Account shall be made, snd a list of overages and shortages
ahall be furnished to the Non-Operstors within six months following the taking of the inventory. Inventory ed-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due 1o lack of reasonable diligence.

Special Inventories

Special Inventories moy be uien whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify ol other Parties as quickly as pessible after the transfer of interest Lakes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventsries

;‘l.umexpcnu of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
es.
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EXHIBIT e

Attached to snd made a part of Operating dgreement, dated
by and betveen MOBIL OIL CORPORATION and McCULLOCH OIL AND GAS CORPORATION.

R NC

Pursusnt to Section 26 hereof, Operstor shall carry or provide the folloving
{nsurance for the benefit and protection of the joint sccount:

1.

Comply with the laws of the State of UTAH ' a» to Workmen's
Compensation and Employer's Liability. In the event Unit Operator
quelifies as a self-insurer in sccordance with said laws, no iosurance
covering such risks shall be carried as Unit Expense.

Comprehensive General Public Li{ability Insurance excluding saline
contsmination hazard with limits, (1) as to Bodily Injury of not less
than one hundred thousand dollars ($100,000,00) for each person end
not less than three hundred thousand dollars ($300,000.00) for each
sccident, and (2) as to Property Damage of not less than ooe hundred
thousand dollars ($100,000,00) for each accident.

Automobile Public Liability Insursnce to cover Unit owned automotive
equipment with limits of $100,000 for injuries to one person,
$300,000 for injuries to more than one person in any one sccident,
and $25,000 for property damage.

Operator shall require all contractors engaged in vork on or for the
Unit Area to comply with the Workmen's Compensation Law of the State
where the operations are being conducted snd to maintain such other in-
surance as Operator may require.

No other {nsurance shall be carried or provided for as Unit Expense
hereunder. : N
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EXHIBIT_°*D"
Attached to and made a pary of that ceriain Opersiing “oraement
dated . by and between MOBIL OIL CORPORATION
and McCOLLOCH OIL AND GAS CORPORATION 3

PARTHIRSHIP TAXATION PROVISTONS

Cpch perty egreee not to elect to be excluded from the application of
. Subchepter K of Chapter 1 of Subtitle A of the Internal Revenue Code of
1954, or such portion thereof as the Secretary of the Treasury or his
delegate shall permit by electfon, to be excluded therefrom, or similar
provisfons of any State Tix Law. The parties further sgree that for
Federal and State Income Tax purposes the assfgnment of operating rights
and working {nterest fn the lesses by Mobi) 0i1 Corporatfon shall be &
contribution to the tax partnership.

The psrties agree that for Federal and State Income Tax purposes, the gains
and losses from sales, abandonments, and other dispositions of property end
a1l classes of costs, expenses and credits, {ncluding deprectation and
depletion shall be shared and accounted for by each party in any applicable
Federal and State tax return as herefnafter provided for:

1. The productfon costs shall be sllocated as deductions to eech party
in accordance with fts respective contributions to such costs.

2. The exploratfon costs and {ntangible drilling and development costs
ghall be allocated as deductions to each party fn accordance with its
respective contributions to such costs. Any subsegquent recapture of
these deductions by the partnership under Section 1254 of the Internal
Revenue Code of 1954, as amended, shall also be allocated fn such manner.

3. The deprecfation on tangible equipment shall be allocated to each party
4n accordance with {ts respective contributfons to the adjusted basis
of such equipment.-

4. A ?roviﬁed {n IRS Code Sectfons 613A(c) (7)(D) and 703(a) (2)(F)
depletion {s to be computed separately by the parties. The parties agree
that the adjusted basis of each of] and gas property for the purpese of
computing depletion gshall be allocated and reallocated when necessary
based upon the capital interest §n this partnership as to each property
and the capital fnterest in the partnership for such purpose as to each
such property shall be consfdered to be owned by the parties hereto in
the ratio in which the expenditure giving rise to the tax basis of such
property hes been charged as of the end of the taxable year to each
respective party's capital account.

§. Gafns and Tosses from each sale, sbandonment or other disposition of
property (other than ofl and ‘as properties or production therefrom)
will be allocated to the parties {n such manner &% will reflect the gains
and lTosses that would have been {ncludable n their respective {ncome tax
returns 17 such property were held by the parties outside this sgreement.
The computations shall take into account each party's share of the pro-
ceeds derived from each sale or other disposition of such property, selling
expenses, and each party's respective contributions to the unadjusted
cost bas{s of such property, Tess allowed or allowable depreciation,
amortization, or other deductions which have been allocated to each party
with respect to such property as provided fn this sgreement.

icge 1of 2




6. For purposes of computing gafn or Joss on disposition of each o1l ana
gas property, the parties agree that the adjusted basis of each oil and
gas property for computation of gafn or loss on disposition shall be
allocated and reallocated when necessary based upon the capital interest
{n this partnership as to each property and the capital {nterest in this
partnership for such purpose es to each such property shall be consfdered
to be owned by the parties hereto in the ratio in which the expenditure
giving rise to the tax basis of such property has been charged &s of the
end of the texeble year to each respeciive party's cepite) eccount,

7. The {nvestment credit allowed by Section 18 of the Internal Revenue Code
of 1954 shal) be allocated to the parties in accordance with their
respeciive contributions to qualified fnvestment in Section 38 propertiy
as defined fn Section 48 of the Internal Revenue Code of 1954 as restored
by Sectfon 50 of the Internal Revenue Code of 1954, as amended. 1f
required by law, the tax partnership shall elect to take fnvestment credit
on qualified progress expenditures.

8. A1l other classes of costs, expenses, and credits not falling within
Paragraphs 1, 2, 3, 4, 5, 6, and 7 hereof shall be aliocated to and
accounted for by each party in accordance with their respective con-
tributfons to such costs, expenses and credits.

9. A1l other ftems of tax partnership {ncome, gafns and Yosses, shall be
allocated to and accounted for by each party on the dasis of and in
accordance with such party's respective contributfon to or fnterest in
such income, gains end losses.

The term "adjusted basis” shall mean the adjusted basis as defined in
Section 1011 of the Internal Revenue Code, as amended.

The party named as Operator under this agreement shall prepare and file the
tax partnership returns hereunder. Non-Operator agrees to furnish Operator
such {nformat{on relating to the operations conducted under this agreement

as shall be required by law for tax reporting purposes. Operator agrees to
use its best efforts in the preparation and filing of the tax partnership
returns and in making any appropriate elections on such returns, acting on
behalf of {tself and Non-Operator, but in so doing Operator shall incur no
11abi1{ty to Non-Operator with regard to such returns or elections. Operator
shall submit copies of such returns to Non-Operator in sufficient time prior
to the due date, plus any extensions thereof, to permit review and approval.
Operator 1s hereby granted authority to make the following electfons under
United States and any applicable State tax laws and regulations in the first
and subsequent years' tax returns to be filed under this agreement: to deduct
as expenses all fntangible drilling and development costs with respect to
both productive and non-productive wells; to elect the accrual method of
accounting which shall be maintained on 8 calendar year basis; and to make
such other elections as may be approved by the parties. The parties shall
mutually agree on the method and lives to be used for calculating depreciation
of tangible equipment to be allocated under Paragraph B. 3.
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BEFORE THE BOARD OF OIL, GAS AND MINING

DEPARTMENT OF NATURAL RESOURCES

STATE OF UTAH

IN THE MATTER OF THE REQUEST
FOR AGENCY ACTION OF MAR/REG
OIL COMPANY FOR AN ORDER
ESTABLISHING 160-ACRE DRILLING
AND SPACING UNITS FOR
HORIZONTAL WELLS IN AND THE
PRODUCTION OF OIL, GAS, AND
OTHER HYDROCARBONS FROM
THE DESERT CREEFK AND UPPER
ISMAY FORMATIONS IN THE NEY,
OF SECTION 19, TOWNSHIP 38
SOUTH, RANGE 26 EAST, S.L.M., SAN
JUAN COUNTY, UTAH

)

)

) REQUEST FOR

) AGENCY ACTION

)

)

) Docket No. 2010- 024
) Cause No. | 88 - ot
)

)

)

)

)

MAR/REG OIL COMPANY, by and through its undersigned attorneys, and

pursuant to Utah Code Ann. § 40-6-6, hereby requests the Board of Oil, Gas and Mining to enter an

order establishing 160-acre spacing and drilling units for horizontal wells in and the production of

oil, gas, and other hydrocarbons from the Desert Créek and Upper Ismay Formations underlying the

following described lands in the Squaw Canyon Field located in San Juan County, Utah (hereinafter

the “Subject Lands™):

Township 38 South, Range 26 East. S.1..M.

Section 19: NEY

(containing 160.00 acres, more or less)

In support of this Request for Agency Action (“Request”), Mar/Reg Oil Company

states and represents as follows:

Mar/Reg Oil Company
Docket No. 2010-024

Cause No. 188-04

Exhibit 17



i Mar/Reg Oil Company (“Mar/Reg”) is a Ncvada corporatiou in good
standing, having its principal place of business in Reno, Nevada. Mar/Reg is qualified to and is

doing business in Utah.

2. The Board of Oil, Gas and Mining (the “Board”) has jurisdiction of the

parties and subject matter of this Request, pursuant to Sections 40-6-5 and 40-6-6 of the Utah Code

Annotated.

3. Mar/Reg operates the Squaw Canyon Federal #1-19 Well and the Squaw
Canyon #3-19 Federal Well, both of which are located on the Subject Lands.

— 4. The minerals in the lands embraced within the following described lands are

owned by the United States of America.

Township 38 South, Range 26 East, S.I..M.

Section 19:  All
(containing 640.00 acres, more or less)
The oil and gas minerals in the NEY4 (comprising the Subject Lands) and SWY of said Section 19
are subject to United States Oil and Gas Lease No. U-40401 (the “Subject Lease™). The oil and gas
minerals in the NW¥%4 and SEY of said Section 19 are unleased. The surface of Section 19 is owned
by the United States of America. The United States Department of the Interior, Bureau of Land

Management administers the federally-owned minerals and lands.

S Mar/Reg’s partner, Nathan Oil LLC, owns 75% of the operating rights in the
Subject Lease beneath the Subject Lands in the stratigraphic interval from the surface of the Earth to
5,612 feet. Questar Exploration & Production Company (“QEP”) owns the remaining operating
rights in that interval. The referenced stratigraphic interval includes the “Spaced Intervals” as

defined in Paragraph 7 herein. QEP and ExxonMobil Corporation (“Exxon”) each own a 50%



interest in the operating rights below 5,612 fcet beneath the Subject Lands. QEP (25%), Exxon
(50%), and Devon Energy Corporation (25%) own the operating rights in the SW of Section 19
from the surface to 5,612 feet. QEP and Exxon each own a 50% interest in the operating rights
below 5,612 feet in the SWY%.

6. The lands and minerals within Section 19 were subject to spacing orders
entered by the Board in Causes Nos. 188-1, 188-1(C), 188-3, and 188-3(A) (the “Previous
Orders”). All of the Previous Orders have been vacated. Accordingly, the Jands within Section 19,
including the Subject Lands, are not currently subject to any spacing order of the Board for the
production of oil, gas, or other hydrocarbons. The lands are currently governed by the Board’s
general well-location and siting rules set forth in Utah Administrative Code (“U.A.C.”) Rule R649-
3-2(1), which authorizes one well to be drilled for the production of oil or gas in the center of every
public land survey quarter-quarter section or equivalent lot. With respect to horizontal wells, the
lands within Section 19 are subject to a temporary 640-acre spacing unit consisting of all of Section
19 for horizontal wells established by U.A.C. Rule R649-3-2(6).

A The formations to be unitized for drilling and spacing purposes are (1) the
Desert Creek Formation described as follows (the “Desert Creek Interval™):

The Desert Creek Formation as identified by the Dual Induction SFL log in

the Squaw Canyon Federal #1-19 Well located in the SEVANEY4 of Section

19, Township 38 South, Range 26 East, San Juan County, Utah, with the top

of the spaced formation being found at a measured depth of 5,480 feet and

the base of the spaced formation being found at a measured depth of 5,580
feet or to the stratigraphic equivalent thereof

and (2) the Upper Ismay Formation described as follows (the “Upper Ismay Interval”):

The Upper Ismay Formation as identified by the Dual Induction SFL log in
the Squaw Canyon Federal # 1-19 Well located in the SEYANEY4 of Section
19, Township 38 South, Range 26 East, San Juan County, Utah, with the top
of the spaced formation being found at a measured depth of 5,250 feet and



the base of the spaced formation being found at a measured dcpth of 5,400
feet or to the stratigraphic equivalent thercof

(The Desert Creek Interval and the Upper Ismay Interval are collectively referred to herein

as the “Spaced Intervals.”)

8. Mar/Reg believes and therefore states that the Spaced Intervals underlie all
or substantially all of the Subject Lands and generally constitute separate pools and common
sources of supply for oil, gas, and other hydrocarbons contained within the Subject Lands.

9. The following wells have been drilled within Section 19:

-~ __ a. Squaw Canyon Federal #1-19 Well (API #43-037-30485) located in
the SEV4NEY4 of Section 19. This well is operated by Mar/Reg and was completed as a vertical well
in October 1979. The well was recompleted in September 1987. The well has produced from the
Desert Creek and Ismay Formations, but is currently shut-in.

b. Squaw Canyon #3-19 Federal Well (API #43-037-30622) located in

the NWYNEY4 of Section 19. This well is operated by Mar/Reg and was completed as a vertical

well in October 1981. The well currently produces oil from the Desert Creek and [smay

Formations.

e Federal #19-2 Well (AP #43-037-30494) located in the NWYNWV4

of Section 19. This well has been plugged and abandoned.

d. Squaw Canyon Federal #10-19 Well (API #43-037-30785) located in

the NWYSEY4 of Section 19. This well has been plugged and abandoned.

e. Three Amigos Federal #1 Well (API #43-037-31456) located in the

NEVNWY of Section 19. This well has been plugged and abandoned.



10. Mar/Reg intends to drill a ncw horizontal well as an offsel (o the Squaw
Canyon Federal #1-19 Well. Mar/Reg believes and therefore states that each of the Spaced
Intervals contains a separate pool. Thus, a lateral will be drilled into the Desert Creek Interval and a
separate lateral will be drilled into the Upper Ismay Interval. The production from each interval will
be commingled in the wellbore. Mar/Reg believes and therefore states that correlative rights will
not be adversely affected by the commingling because the ownership interests in each interval are
the same. Mar/Reg also intends to continue producing the Squaw Canyon #3-19 Federal Well as a
vertical well and return the Squaw Canyon Federal #1-19 Well to production as a vertical well.

11. Mar/Reg believes and therefore states that in order to protect correlative
rights and to prevent waste 160-acre drilling and spacing units for horizontal wells for the Spaced
Intervals beneath the Subject Lands should be established, and further that 160 acres is not smaller
than the maximum area that can be efficiently and economically drained by one horizontal well
completed and producing from each Spaced Interval located beneath the Subject Lands. Mar/Reg
requests that the horizontal interval (i.e., all horizontal laterals) in the permitted well for each such
unit be located no closer than 1,320 feet from other wells completed and producing from the Spaced
Interval in the Subject Lands, with the exception of the Squaw Canyon Federal #1-19 and Squaw
Canyon #3-19 Federal Wells, and no closer than 660 feet from the outer boundary of the 160-acre
drilling and spacing units.

12. Mar/Reg believes and therefore states that to allow other parties the
opportunity to drill horizontal wells within the Spaced Intervals within the remaining NWY,, SWY4,
and SE of Section 19, temporary 160-acre spacing units for the Desert Creek Interval and Upper
Ismay Interval comprised of each of those quarter-sections should be established, and that the

horizontal interval (i.e., all horizontal laterals) in the permitted well for each such unit be located no



closer than 1,320 feet from other wells comnpleled and producing from the Spaced Intervals, and no

and further that the surface location for the unit well in each temporary unit may be located
anywhere within the quarter-section. Additionally, the existing 640-acre temporary spacing unit

affecting all other stratigraphic intervals beneath Section 19 established by U.A.C. Rule R649-3-

2(6) should remain in place.

13. Mar/Reg believes and therefore states that establishing the proposed drilling
and spacing units is just and reasonable and will allow for the orderly development of the Spaced
Intervals within the Subject Lands as well as the other affected strati graphic intervals and lands.
Establishing such units will prevent waste, adequately protect the correlative rights of all affected
parties, promote the public interest, and increase the ultimate recovery of hydrocarbons from the

Subject Lands. Mar/Reg is prepared to present evidence and testimony in support of these

allegations.

14. Mar/Reg has included in the mailing certificate attached to the Request a list
of names and last known addresses of all persons known to Mar/Reg whose legally protected
interests in the Subject Lands and the remainder of Section 19 will be affected by the Request,
including known mineral owners, overriding royalty or other production interest owners, and

producers and operators.
WHEREFORE, Mar/Reg respectfully requests the Board to:
A. Set this matter for hearing at the regularly scheduled meeting of the Board to

be held on September 22, 2010, to consider approving an order establishing the proposed drilling

and spacing units for horizontal wells within the Desert Creek and Upper Ismay Formations



underlying the Subject Lands and the temporary spaciug unils in the remaining lands in Section 19
as requested herein.

B. Give notice of this Request for Agency Action and the hearing as provided
by the laws of the State of Utah and regulations issued pursuant thereto. The names and last known
addresses of all persons known by Mar/Reg whose legally protected interests in the Subject Lands

and the remaining lands in Section 19 will be affected by this Request are set forth in the mailing

certificate attached to this Request.

C. Conduct a hearing at which Mar/Reg and all interested parties may be
allowed to present evidence regarding: (1) establishing the proposed 160-acre drilling and spacing
units for horizontal wells within the Spaced Intervals within the Desert Creek and Upper Ismay
Formations underlying the Subject Lands and the temporary spacing units in the remaining lands in
Section 19; (2) providing that each such drilling and spacing unit shall be comprised of a
governmental quarter section; and (3) providing that the horizontal interval in the unit well for each
such drilling and spacing unit shall be located no closer than 1,320 feet from other wells completed
in and producing from the Spaced Intervals within the Subject Lands and the temporary spacing
units in the remaining lands in Section 19, with the exception of the Squaw Canyon Federal #1-19
and Squaw Canyon #3-19 Federal Wells located in the NEY4 of Section 19 with regard to the new
horizontal well to be drilled in the NEY, and that such unit well be located no closer than 660 feet
from the outer boundary of the spacing unit.

D. Make such findings as it deems necessary in connection with this Request.

E. Enter an order replacing the temporary 640-acre spacing unit consisting of
Section 19 established by U.A.C. Rule R649-3-2(6) with the proposed: 160-acre drilling and spacing

units for horizontal wells within the Spaced Intervals within the Desert Creek and Upper Ismay



Formations underlying the Subject Lands and es lablishing temporary spacing units in the remaining
lands in Section 19 as described above; providing that such drilling and spacing units shall be
comprised of a governmental quarter section; providing that the horizontal interyal (i.e., all
horizontal laterals) in the unit well for each such drilling and spacing unit shall be located no closer
than 1,320 feet from other wells completed in and producing from the Spaced Interval within the
Subject Lands and the remaining lands in Section 19, with the exception of the Squaw Canyon
Federal #1-19 and Squaw Canyon #3-19 Federal Wells with regard to the new horizontal well to be
drilled in the NEY4 of Section 19, and that such unit well be located no closer than 660 feet from the

outer boundary of the 160-acre drilling and spacing unit.

F. Provide such other relief as may be just and proper under the circumstances.

Dated this 9th day of August, 2010.
VAN COTT, BAGLEY, CORNWALL & McCARTHY

omas W. Clawson
Attorneys for Petitioner

36 South State Street, Suite 1900
Salt Lake City, Utah 84111
Telephone: (801) 532-3333

Petitioner’s Address:
Mar/Reg Oil Company
P.O. Box 18148

Reno, Nevada 89511

Attention: Tariq I. Ahmad PE



CERTIFICATE OF MAILING

[ hereby certify that on this 9th day of August, 2010, I caused a true and correct copy of

the foregoing Request for Agency Action to be served via U.S. Mail, properly addressed with

postage prepaid, upon each of the following:

Michael S. Johnson

Assistant Attorney General

Utah Board of Oil, Gas and Mining
1594 West North Temple, Suite 300
Salt Lake City, UT 84116

Nathan Qil LLC
P.O. Box 18148
Reno, Nevada 89511

ExxonMobil Corporation
P.O. Box 4358
Houston, Texas 72210-4358

Fischer Family Trust
Robert E. Fischer Trustee
1615 California Street #322
Denver, Colorado 80202

McAdams, Poux and Associates, Inc.
730 17th Street
Denver, Colorado 80202

Bureau of Land Management
Attn: Becky J. Hammond

Chief, Branch of Fluid Minerals
P.O. Box 45155

Salt Lake City, Utah 84145-0155

Steven F. Alder

Assistant Attorney General

Utah Division of Oil, Gas & Mining
1594 West North Temple, Suite 300
Salt Lake City, UT 84116

Questar Exploration & Production
Company

1050 17th Street, Suite 500
Denver, Colorado 80265

Devon Energy Corporation
20 North Broadway, #1500
Oklahoma City, Oklahoma 73102-8260

Marvin L. McGahey
560 Petroleum Club Bldg.
Denver, Colorado 80202

Duane H. Buckner
4220 E. Walker Rd.
Colorado Springs, Colorado 80908

Bureau of Land Management
Attn: Eric Jones

Moab Field Office

82 East Dogwood

Moab, Utah 84532
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